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Highlights of November 19 ISB Meeting
Contact: Arthur Siegel
Executive Director
212-596-6133
INDEPENDENCE STANDARDS BOARD ISSUES
FINAL RULING ON MUTUAL FUNDS
NEW YORK (November 19, 1999) – At a scheduled meeting in New York today, the
Independence Standards Board unanimously approved a new standard to guide the determination
of auditor independence. The new standard addresses the subject of investments in audit client
mutual funds and related entities.
According to the ISB chair, William T. Allen, "The new standard more finely calibrates the
threats and the safeguards needed in this area to ensure that partners and audit firm employees
who have any responsibility for mutual fund audits are fully independent in reaching their
professional judgments." The new standard would for the first time permit spouses and
dependents of other partners to invest in mutual funds that are audit clients. But this flexibility in
investing will be forbidden to any professional who either bears any responsibility for any part of
the audit, or who supervises any such person. Indeed, the standard expands the independence
restrictions on these individuals to preclude them from investing in other mutual funds in the
mutual fund complex, even if the audit firm does not conduct the audits for such "sister" funds.
The new standard will not become fully effective until and unless the Securities and Exchange
Commission withdraws certain existing conflicting guidance.
The Board also discussed comment letters received on its Invitation to Comment 99-1, Family
Relationships Between the Auditor and the Audit Client, and directed its staff to prepare an
exposure draft of new standards for review at the next meeting. The exposure draft will focus
restrictions on personnel who are considered to be "on the engagement" (i.e., on the audit or in a
position to influence the audit). Under the proposal, immediate family members of such
individuals could not be employed in any position at the client, a significant change from the
current rules that permit employment in positions that are not "audit sensitive." For other close
relatives, the standards will be somewhat less restrictive, as they are today. On the other hand, it
would, for the first time, permit the spouses and dependents of partners not on the engagement to
acquire securities of other audit clients through employee benefit plans available to all similar
employees.
The Board also decided to issue an exposure draft of new standards covering employment by
audit clients of firm partners and other professionals. After considering public comments to its
discussion memorandum on this subject, the Board concluded that a safeguard approach, as
detailed in the draft, would appropriately protect auditor independence.
In addition, the Board approved an interpretation of ISB Standard No. 1, Independence
Discussions With Audit Committees, as it relates to audits of subsidiaries of an SEC registrant.
The Board decided that the responsibility to comply with the standard rests with the primary

auditor, and not with any other audit firm that might be involved. ISB Standard No. 1 requires
the auditor to discuss matters that might bear on the auditors' independence with the company’s
audit committee.
In other business, the Board voted to issue a discussion memorandum to solicit views on the
circumstances, if any, under which a firm should be permitted to provide legal services to an
audit client.
The Board also reviewed the results of a research project undertaken to discern public
perceptions of auditor independence. The report will be posted soon to the ISB website, at
www.cpaindependence.org. Copies of the soon-to-be released ISB standard and exposure drafts
will also be available on the website.
The Independence Standards Board is a private standard-setting body established in 1997 as the
result of an agreement between the American Institute of Certified Public Accountants and the
SEC. However, it operates independently of either body. Its mission is to develop concepts,
principles and standards relating to the independence of auditors of public companies. It is
headquartered in New York City.
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